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I

RESALE PRICE MAINTENAI\ICE . AI.[ INQUIRY INTO ITS

EFFECT ON THE SMALL RETAILER

JoeI Cooper

Although the hue ond cry roised for qnd ogoinst resole price

mointenonce or foir trode }ows hos subsided greotly in recent yeors,

it is interesting to exomine some of the neglected ospects of the

issue, which did not overtly become port of the controversy when it

wos roging. Dismissing the legol romificotions, the orguments which

hove been o.dvonced con be summorized os follows:

o. Pro

I. Pcrir trode lq.ws tend to inhibit predotory competition ond
shorp practices.

Foir trcrde lows prevent the smoll retoiler from being
driven out, ond eventually protect the consumer from
monopolistic prices thot would result when the smoll
retoiler is driven out of the competition"

Psir tro.de lows protect the rtgood will'r which the mcrnu-
focturer has built or odvertised into his product.

b. Con

I" Foir trode lows obligote the retoiler to support o price
structure for goods which he hos olreody purchosed.

2. Fair trcrde lcrws force the consumer to pcry cr higher price
for products.

3. Foir trcrde lows prevent the morket from operoting in free
competition.

4. Fcrir tro.de lqws tend to restrict efficient economic units.

Eorly in the course of the fcrir trade controversy, Weigel (1938)

crnd Grether (1936) felt thot fqir trqde lcrws hod little effect on the
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smqll retailer. In this poper it will be shown that if the foir

trode concept is corried to the ultimote point, thcrt complete

foir trcrde will not help the smo.ll retoiler ond moy octuolly be o

detriment to his economic interests.

Let us begin with the following ossumptionsl

o. T'here ore foir trode lo.ws w}:-ich extend to all products.

b. These lcrws ore completely enforced ond effective.

c. There crre no wqys of circumventing the lcrws, i"e., premium
offers, giveowoys, troding stcrmps. contests/ etc. ore lllegol.

Under these conditions, the consumer wiII know thcrt he connot shop

price. No motter where he goes, the price wiLl not be lower for the

scrme bro.nd. The consumer will then purchose from the store which sqtis-

fies for him the buying motives other thon price.

I'he volume deoler, who depended formerly on price cutting to mqin-

toin hLs volume, will be forced to look for rnotivqtions other thon price

to mcrintoin his demqnd. Since he wiII now not be cutting price, he is

guoro.nteed a trfull profitrr on ecrch sole. He ccrn therefore devote q

Iorger crmount of money to odvertising, service, ond other non-price

competitive inducements. AIso, if he is lorge enough, he con go into

privote brond merchqndise,' ond even ossuming thot he woul-d hqve to

mointoin price on his privote brond merchcrndise, he could still set

the fixed price lower thon notionolly odvertised bronds. Since the

price conscious consumer knows thot he connot rrbeotrr the price on the

notionol bronds. he is more likely to turn to privote bronds for his

purchosing, thus precluding soles by the smoll retoiler to this type

of consumer. Fundomentolly though, it is this type of consumer who

the smoll retoiler is now losing to the price-cutting retoiler in the

obsence of foir trode lows.
2
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For the consumer who is not strongly price motivcrted, his pur-

chqse drive will come from foctors such os brecrdth of selection,

convenience, service, ond other utility foctors. Since this consumer

is willing to poy the price for o brond nome, he is conscious of the

reliobility of stores. The obility of the lorge store to crdvertise

more frequently will tend to fix the nome more solidly in the consumerrs

mind. Further, the consumer will tend to believe thot the size of

the enterprise will leqd to q. greqter obility to rrbqckrr the product

soLd.

Since copitol tends to be more eosil-y occessible to the lorge

retoiler, his credit terms con be more liberol. He con forego lorge

down poSrments. He ccrn undoubtedly offer customers o broader selection

of goods. Since his purchoses from qny porticulqr supplier ore likely

to be much lorger thon the purchoses of cr smoll retoiler, he con

expect better delivery ond more cooperotion from o supplier on goods

which foil. His delivery odvontoge, olong with o greoter crccess to

odvonced morket informotion, will ossure eorly stocks of items of heovy

demond. His returned-goods odvontoge will mecn thot he con occept

unsotisfoctory goods from his customer more reodily ond thus mointoin

customer good wiII. Becouse of his breodth of selection, he is likely

to experience more one-stop shopping, thus goining o lorger volume per

store customer. He ccrn o.fford consultonts in mony orecrs; he con offord

the services of speciolist who con suggest ideos to increcrse solesr'

he ccrn offord experienced solesmen, thus increosing the scope of personol

sellingr'ond he con olso crfford buying speciol-ists for mony product lines,

3



thus offering o more ottrqctive product selection. If he chooses, he

ccrn slont his odvertising to vo.rious psychologicolly preferred imoges--

exclusiveness, smortness, rrwhere the Jonesr shoprlr' ond by repetitive

qdvertising, he con build the type of imoge thot he wishes. fn

summory, if the lorge retoiler cqnnot turn to price to ottrcrct his

customer, he will be forced to exploit or extend his comporotive od-

vontoge in different woys. Indeed, we ossume he moy be better equipped

thon the smqll retoiler to ottroct the customer.

There ore, however, two presumptions in the previous discussion:

Thot there is o sufficient number of shoppers who ore not necessorily

strongly price conscious o.nd thot stores recognize this difference

ond individually choose o morket to which to coter. fhis poPer tests

these two presumptions. If these con be substonticrted, the foregoing

onolysis would lecrd us to o logiccrl belief thot foir trqde lows moy

indeed be inimicql to the economic welfore of the smolI retoiler.

It would seem logicol thot if o store were trying to crecrte o

low price imoge, it would feoture price extensively in its odvertising.

It would crlso seem logicol thot if a consumerrs purchose hobits were

generolly determined by price, he would prefer to (ond in most coses

octuolly would) shop where he felt he got therrbest pricerr for given

merchqndise. Purther, it would seem logicol- thot if there were signi-

ficcrnt differences in the extent to which price is feotured in qdver-

tising between stores, thot the stores would be ottempting to oppeol

to different ospects of consumer purchosing behovior.
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Ideolly we shouLd excrmine the odvertising for smoll retq,ilers

who do not cut price, ond compore this with the odvertising of lorge

retoilers who do. Unfortunotely, while it is possible to gother o

sufficiently lorge somple on the lotter, it is impossible on the

former. Additionolly, it wos felt thot comporisons could best be

mqde if the stores selected for the odvertising bose could olso be

used to test the consumer purchose pqtterns. This seemed possible

only if the stores selected were sufficiently well known to provide

reosoncrble ossuronce thot ony subject selected would be likeIy to know

oI1 stores under consideration.

In one sense, the foct thqt odvertising crnd consu.mer informotion

on smoll retoilers connot be gothered seems self defecrting for the

purposes of this examinotion. On the other hond, it wos felt thot

the odvertising ond operoting philosophy of those retoilers, regordless

of size, who did not feoture price would be the some os the smoll

retoiler not involved in price cutting.

HYPOTHESES

To test these notions, the following hypotheses were set:

cl" There is no significont difference between the rotio of spcrce
used for odvertising price to totol q.dvertising spoce in
retoil stores.

b Consumers will show o significont preference for
stores where they believe they will get the best
equivol ent merchcrndise .

potronizing
price for

TEST METHOD FOR PIRST TIYPOTHESIS

To test the first hypothesis, the following opprooch wos od,opted.

Seven retoil stores were selected to be used in o survey. The stores
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were chosen to represent cr cross section thcrt would include q ronge

from known Iow quolity stores to stores known for reqsonobly high quolity.

The stores which were chosen were those Iikely to o.dvertise consistently.

The ossumption of consistent qdvertising held in six out of seven coses.

Advertising volume for nine weeks of the Los Angeles Times,

Sundoy edition, from November 6, L966, through Jonuory 15, L967, wos

exomined. Tllo of the Sundoys, December 25 crnd Jonuory I, fell on

holidoys which severely constroined the od.vertising for these two

weeks which were disregorded since it wos felt thcrt the odvertising

would be ertypicol. As o. consequence, the nine editions studied

covered on elopsed time period of 11 weeks.

The qctuol method of determining the soles price-spo.ce rcrtio

wos to meqsure the envelope of spoce occupied by eoch price on on

poge of odvertising ond then meqsure the totol purchosed spoce of the

odvertisement. The envelope meosured consisted of the price only,

not the ossocioted commodity. The proportion of price-spoce to totol

spoce wos then colculoted os cr percentoge. The scrles price wos

multiplied by o fqctor of ten for ecrse of cq.Iculcrtion.

Since there wcts crn extremely heovy omount of crdvertising for

the Christmos ond ofter-Christmos seoson, it wq.s decided to reduce

the omount of meosurement by sompling. The somple for ecrch store

per week wos determined crs follows. Since the selected stores tended

to group their ads, the numbers of poges of odvertising for o porti-

cufcrr store wcrs counted. AIl ods of six or less poges were tcrken

entirely. If there were over six poges, o number wos drown crt rondom
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from cr group which were numbered from six to fifteen. The number

drown determined the number of poges which would be meosured. This

number of slips wqs drown from o second group of numbers corres-

ponding to the totcrl number of poges of odvertising used thot week

for the porticulor store. The numbers drcrwn determined the number

of poges which would be meosured. This number of slips wos drown

from q second group of numbers corresponding to the total number

of poges of odvertising used thot week for the pqrticulor store.

The numbers drcwn determined which consecutively numbered poges would

be used. A totol of 11945 soles prices in 215 poges of odvertising

were exomined. The seven stores chosen were:

cr.. Borker Brothers

b. Moy Compony

c. hfhite Front

d. Broodwoy

e. J" Robinson

f. J. Mognin

g. Unimcrrt

The stores crre o11 well known, ronging from discount houses,

(Unimort, l,Ihite Front) to stores known for high quolity ond foshion

(J. Mognin, J. Robinson). AdditionoJ-Iy, it wcrs felt thot o11 stores

selected were within the buying ronge of the crvercrge consumer.

FINDTNGS

The summo.ry of the spoce proportions crre shown in Tob1e I. As

indicoted in this toble, the proportion of spoce devoted to dol1or
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Week Borker

TABLE I SPACE PROPORTTONS (X)

Moy Co" tftrite Front Broodwoy Robinson J. Mognin Unimqrt

I
2
3
4
5
6
7
I
9

10.66
6.48

10 .86
8.95

L2.99
7 .93
4.03

10.00
5.87

5
I
4
5
4
2
3
7
6

81
46
o4
43
50
l4
63
59
Z6

34.57
47 .23
88.54
63 .31
57 .93
7 5.48
a4-36
49.3t
70.79

6.28
3 .15
s.o2
6.5s
3.43
2.33
3.04
7.O2
3 .99

I
2
2

I
1
1
2
2,

.31

.11

.19

.94

.95
o,

.34

.78

.47

o.22
0.00
o.95
o "63
4.70
1 .63
0. s6
o.59
0.00

48 .11
s3.20

65. 98

49.99

>x
n
T

77
9
8

.77

64

4A
9
4

.86

54

57L"52
9

63. 50

40
9
4

81

53

19
9
2

.01

T1

5.28
9
o.59

2L7.28
4

54.32

DEVTATTONS x = (X_Ms)

1
2
3
4
5
6
7
8
9

2.O2
2.L6
2.22
0.31
4.35
o.7L
4.6L
1.36
2.V7

1
3
0
o
0
z
0
3
I

27
08
50
89
o4
40
91
0s
72

28.93
L6.27
25.O4
00.19
s.57

11.98
20.86
14. 19
7.29

1.75
1.38
o.49
z.o2
1.10
2.20
L.49
2.49
0.54

0.80
0.00
o.08
o.Lv
0.16
0.19
o.23
o.67
0.36

o "37
o
o
o
o
1
o
o
o

59
36
o4
11
o4
o3
oo
59

6
I

2l
L2

11.66

4.33

s 2x
s

63.97 25 "29 2590 "40 24.O5 L.37 2"CI6 t94.52
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prices rcrnged from cr lor^r meon of .059 percent (J. Mognin), to o high

meon of 6.35 percent (White Front). A11 foctors were multiplied by

I0 for eose of cqlculotion. Nine onolyses of voricrnce were co.lculoted

for vorious combinotions of these stores. These onolyses ore

summcrrized in Tcrble fI. In two ccrses, poirs of stores were found to

be not significontly different ot the a=.01 Level. In onother cose,

one poir of stores wcrs found to be not significontly different ot

the a=.OI level, but wos found to be significontly different crt the

a=.05 level.

TEST METHOD FOR THE SECOIID }IYPOTHESIS

To test the second hypothesis/ cr survey wcrs conducted using

twelve women chosen ot rondom qs o.vercrge shoppers. Four of the subjects

were mcrrried/ non-working housewives with o fomily income ronging

from $12,OOO to $2OrOOO per qnnum. The other eight were working to

support themselves, hotding income positions ronging from $6rOO0 to

$8rOOO per onnum. The subjects were acquointed with the stores used

in the survey, olthough in q. few instcrnces there were one or two of

the stores in which they hod not shopped. However, o11 cooperoted in

ronking the stores qccording to their best judgement.

Eoch subject wo.s osked to rcrnk the seven stores on eoch of four

voriobles sequentiolly. To minimize corry-over from one vorioble to

the next, the following ronking method wos used. A seven-by-seven

mq.trix of circles wcrs set in front of the porticipont ond she wqs

osked to ploce chips, eoch with one of the store nomes, os she ronked

them on

9



TABI,E TI ANALYSIS OF VARIANCE SUMMARY

Anolysis
Number Bcrrker

Moy
Co.

trIhite
Front

Brood-
woy

Robin*
sons

J.
MoEnin

Uni-
mort

F

Rotio
Signi-
ficont Level

l-

2

3

4

5

6

7

I

9

10

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

LO7.62

95.14

.0003

1.34

31.38

18.45

r0" 64

8.36

38. 60

5*45

Different

Different

Not Different

Not Different

Different

Different

Different

Different

Different

Between

"05

.05

.0r

. ol-

.05

.05

.05

.05

"05

.01 & ,05

o



o. Quolity

b. Volue (where she felt she could get the best buy for her
money)

c. Preference (where she would prefer to shop if there were
no restrictions of convenience, finonces, etc.)

d. Actuol (where she octuolly did shop)

llVqluerr wos chosen overrrpricerrbecquse of the vost ronge of

item prices which could be considered. Where subjects ro.nked two or

more stores equolly on one vorioble, ties were crllor^red. Instructions

were reod to the subjects so thqt eoch would receive identicol

instructions.

FINDIl,TGS

The doto wcrs crnqlyzed to determine the concordonce between

sub jects on eqch of the four vcrriobles. The Kendcrl-I coeff icient

of concordonce, W, wos used since it ollowed o.n estimote on ronked

dq.tq of concordq.nce between N voriobles by k judges. On three of

the voriobles, quolity, preference, ond crctucrl, the Wrs obtoined were

found to be significont crt the .01 level while on the fourth vorioble

the W wcrs not significo.nt ot the tobled .05 leve1 of significo.nce.

It must be understood thot the meosure of significonce of W is used

in o different sense thon is normolly understood by hypothesis re-

jection. Since W meosures the degree of ossociotion, the null hy-

pothesis, Ho, is thot there is no crgreement between judges. If the

null hypothesis is rejected, then there is o significont ogreement

between judges ot the level chosen.
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VARIABLE S w SIGNIFICANCE

Quolity

Volue

Preference

Actucrl

3/333.0

473.O

L t924.5

L tTLt "O

o.855

o.L22

o.489

o.465

At O.Ol Ievel

Not significcrnt

At 0.01 level

At O.O1 leve1

The ogreement between subjects is sumrno.rized in Toble III.

TABLE III AGREEMENT BETWEEN SI.JBJECTS

In this stotistic W = s

t/tzxz (N3-N)

Where S = sum of squores of the observed deviotions

from the meqn of Ri,. thot is, S + (R+ - R;)2]J'
k = number of sets of ronkings i e.g. r

the number of judges.

N = number of entities (objects or individuols

ronked)

l/L2kZ (U3-U) 4 moximum possible sum of the squored deviotions,' i.e.,

the sum S which would occur with perfect ogreement omong k ronkings.

If we look ot perfect ogreement --i.e., W = I --then
l_I-D

l/tzxz (rv3-n)

ond s=t/tzxZ (n3-x)

Fork =L2, crndN=7; thenS=12 (243-7)=4OSZ. T'l:erotio

of S to 4032 then determines the degree of crgreement between the sub-

jects. Under this stotistic the ronge is from 0 to 1/ never negotive.
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If we refer to the summcry in Toble IfI we con see thqt subjects

significontly tended to o.gree on the woy in which these store ronked

on quolity. Subjects olso significcrntly tended to ogree, olbeit not

os strongly, on where they preferred to shop os well o.s where they

octuolly did shop. However, there wcrs not significo.nt agreement be-

tween subjects on the woy these stores ronked on volue.

If we consider thot volue/ os the subjects were instructed to

consider it, is bosicolly best price for equivcrlent merchondise then

we would tend to believe thot price is not crs importont o vorioble

in influencing buying behovior os commonly believed. This does not

soy in itself thot shoppers do not core obout price, but thot they

reolly mqy not be qwore of whcrt ond where true price differentiols

ore "

There is, however, indicotion thot shoppers, ot leost crs re-

presented by this scrmple, do not truly ccrre to o greqt extent crbout

price. When ogreement between voriobles is onolyzed ond tronslo.ted

into Speormon qvercrge we find the following:

VARIABLE PAIRS AVERAGE

o. VcrIue -Pref erence

b. Quolity-Preference

c. Volue-Actuol

d. Quolity-Actuo1

P = .742

P = .694

P = .293

p = .242
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Of the four poirs, only one, quolity-preference, is significontly

correloted crt the .05 Ievel. Shoppers indicoted thcrt they preferred

to shop for qucJ-ity, ond thcrt vcrlue hod littIe to do with where they

would prefer to shop. On the other hond, their qctuol shopping

behcrvior wos not, occording to them, closely ossocioted with volue

or quolity.

AGREEMENT BETWEEN NEI^ISPAPER AND CONSUMER SURVEY

As o fincrl onolysis, the ronking of seven stores on their price

to odvertising spoce rcrtio wos compored to the ronks occorded by the

sub jects on ecrch of the four vcrriobles. The stores were ronked from

lowest to highest price-spo.ce rotio qs shown in Toble IV.

TABLE IV PRICE TO ADVERTISING SPACE RATIO

STORE x RANK

J. Magnin

J. Robinson

Broodwoy

Mcty Compony

Borker Brothers

Unimort

I,Ihite Front

.59

2.LL

4.53

4.54

8.64

54.32

63 .50

I
2

3

4

5

6

7

Wtren the odvertising spoce rotio ronks in Toble IV were correloted

with the subjectstmectn ronking on eoch of the four voriobles, the

following Speormans Rhos were obtoined:
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Quolity Vcrl-ue Preference Actucrl

Spoce p - .85* p-.o4 P = .79* p= 36

'kSignificont qt .05 leve1

Whotever the intervening vorioble might be to occount for the

correlotion, it still remoins thot shoppers scumpled significontly

felt thot they would prefer to shop ot the stores which hcrd the lowest

price to odvertising spcrce rotios, ond believed thcrt,these stores

ccrrried better quolity. merchondise. The volue rcrnk correlotion wos

so close to zero so crs to be considered rqndom. Little con be soid

obout their octuo.l'shopping behovior except thot they seemed to in-

diccrte thot they were more 1ike1y to shop in stores which feotured

quolity rother thon vcrlue.

Since ties were allowed in the consumer rqnking the ogreement

between store differences crnd consumer-perceived differences were

exomined. The store poirs which were found to be not significontly

different (Tcrb1e II) on price to odvertising spoce rotio were com-

pored with subject tie ronkings os shown in Tcrble V.

TABLE V

PRICE TO ADVERTISING SPACE COMPARED TO SI.JBJECT TIE RANKINGS

STORE PRTCE SPACE F RATIO SI'BJECT TTES o/
,/o

Moy Co.-Broodwoy

White Front-Unimo.rt

Robinson-Bcrrker

.0003

L.34

s.45

L7

t3

L7

2B

2L

28

TotoI
Other

47
l4
=r

77
23

10T-
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The obove findings were incidentcrl ond seen crt first glonce to

indicote thcrt the stores whose price to spcrce rotio is fcrirl-y close

qre perceived to hove something in common on the voriobles exomined.

CONCLUSIONS

There is cr strong tendency on the port of the subjects to ronk

stores which hcrve the lowest'price to spoce odvertising ratio os

highest in qucrlity of merchondise hondled crnd in shopping preference.

In both coses, correlotions were significcrnt ot the ;05 level.

The correlcrtion between ronking on vcrlue ond price to spoce

odvertising rotio, P= .04 wouLd indicote thot there is procticolly

no correlcrtion between these two vo.riobles.

The originol hypothesis proposed thot the consumer is strongly

influenced by mony vo.rio,bles in oddition to price seems to follow.

The very worst thot con be soid is thot the hypothesis connot be

rejected. The foct thqt consumerrs crctuo.l purchosing behcrvior is

correloted obout the some on their volue cnd quolity perception would

leod one to believe thot they ore os like1y to purchcrse bq.sed on

quolity crs on vcrlue. The consumerrs preferred shopping for quolity

over vcrlue should indicote thot os crnd if they ottoin o position

where they con crctuolly shop quolity rq.ther thon volue, they will do

so strongly.

TTre limited correlotions obtqined in mony cqses would indicote

o combinotion of other opercrting foctors --nomely:
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cr. The individuol differences between subjects

b. The foctors other tho.n quolity o.nd vcrlue which influence
shopping behqvior.

ft must be remembered, however, thot the subject somple group

did not represent o brood cross section, ond crny results ore thus

limited. The study wcrs not conducted on smoll retoilers for two

reosons: Ttre incrbility to ,f ina o group of sma1l retoilers who

odvertise consistentlyr' ond the problem of picking o rondom somple

of consumers crlI of whom know the porticulcrr smqll retoilers selected.

However, it is felt thot this does not diminish the usefulness of

the resultsr' for the initiol premise wos thot the consumer does not

buy on price crlone, ond thot the smcrll retoiler con empho.size the

non-price fqctors o,nd therefore not be hurt by price. It wos crlso

ossumed thot he would be hurt if the price differentiol wos

eliminoted ond he hcrd to compete on the non-price factors olone.

With the importonce of the non-price foctors crs hos been initiolly

demonstroted here, it would foIlow thot the initicrl premises were

recrsonobly demonstrcrted. It remoins for further study to delineote

the non-price foctors and estimqte their relotive influence on

purchose behovior.
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